
FEDERAL 
OPPORTUNITY ZONES 
(O-ZONES)
Investment and Tax Deferral Strategy



With the passage of tax reform legislation knows as the 
Tax Cuts and Jobs Act (TCJA), a significant opportunity 
exists for investors to defer capital gains tax owed. The 
benefits are for those capital gains that arose in the last 
180 days or prospectively in 2018 and future years.

The establishment of newly created Federal Opportunity 
Zones (O-Zones) was added to the Internal Revenue 
Code as new IRC Sections 1400Z-1 and 1400Z-2. The 
O-Zones offer an opportunity for investors to defer tax 
on capital gains by investing in Qualified Opportunity 
Funds (O-Funds), which in turn make investments in 
property (stock, partnership interest or tangible personal 
property) in the designated O-Zones.

Tax Reform Adds New Tax Deferral 
and Investment Strategy

The Opportunity Zone Program  
is part of the 2017 tax reform  
legislation. Many taxpayers view 
this program as one of the most 
ambitious federal tax incentive 
programs in decades. The  
purpose of the program is to  
use private funds to promote  
economic development in  
underserved communities.

Each state has nominated low-income census tracts that were subsequently approved by the Treasury. All U.S.  states, the 
District of Columbia, and five territories have qualifying census tracts now available to qualify for investment.

O-Zones are “economically distressed” census tracts that were nominated by the governors and certified by the Treasury 
Department. There are over 8,700 opportunity zones located within all fifty states, the District of Columbia and five U.S. 
possessions, including the entire island of Puerto Rico.

Opportunity Zones (O-Zones)

Benefits To Be Gained
The tax benefits can be significant. An investor must invest the capital gains from a prior sale into a QOF within 180 days of 
the sale of the investment. The capital gains may come from the sale of stock, bonds, real estate, or a company. The key is 
that the gain is treated as a capital gain on the federal tax return. The taxpayer does not have to invest the full amount of 
the proceeds, rather, only the capital gain (or a portion of that gain) is required to be invested. There are no intermediaries 
required and the funds are not traced. 

Investing in a QOF has three potential tax incantives:

01 Deferral

A tax deferral for any 
capital gains rolled over in 
a QOF until December 31, 
2016 or the date on which 
the investment in the QOF 
is sold.

02 Reduction

A step-up in basis on the 
original gain, depending on 
the time the investment 
in the QOF is held. The 
basis of the original gain 
is zero. The basis of that 
original gain is increased by 
10 percent if the taxpayer 
holds the investment for 
at least five years. An 
additional 5 percent is 
provided, for a total of 
15 percent step-up, if 
the taxpayer holds the 
investment for more than 
seven years.

03 Exclusion

If the investment is held 
for 10 years or more, 
the appreciation on the 
investment is permanently 
excluded from taxation. 
As such, the basis equals 
the fair market value of 
that investment when 
the investment is sold or 
exchanged after the 10-year 
period.
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Salient Facts

Example Scenarios

5-Year Holding

A family office realizes a $10 million capital gain on May 
2018 and during the same month invests the entire capital 
gain in a newly created O-Fund. On August 2018, the family 
office invests in a newly constructed retail shopping center 
in a qualified O-Zone. If the O-Fund is held at least 5 years, 
the tax of the original capital gain would be at a reduced 
$1.8 million vs. the standard $2.0 million (assuming a 20 
percent capital gain rate). This is a result of the 10 percent 
basis increase for holding the O-Fund at least 5 years. The 
underlying tax on the original gain would still be deferred 
until April 2027 when filing for calendar year 2026 tax 
returns. This does not take into consideration any new 
capital gain on the new O-Fund property when sold in tax 
year 2023.

Taxpayers have 180 days from the date when the capital gain is triggered to invest their portion of the gain in the 
O-Fund. 

A qualified opportunity zone fund is an investment vehicle that must invest at least 90 percent of its assets in businesses 
that operate in a qualified opportunity zone, either by acquiring stock or a partnership interest.

If the property is not the original use of the O-Fund, substantial improvements must be made to the property. Currently, 
substantial is defined as improvements that are more than the original investment in the O-Fund property. 

Qualified O-Zone property can be in the form of corporate stock, partnership interests or tangible property. So long as 
substantially all of the property is located within the qualified O-Zone.

7-Year Holding

Assume the same facts as above, except the family office 
holds onto the O-Fund for 7 years. The tax on the original 
capital gain would be $1.7 million vs. the standard $2.0 
million. This is a result of the 15 percent basis increase for 
holding the O-Fund for at least 7 years. The underlying tax 
on the original gain would still be deferred until April 2027 
when filing for calendar year 2026 tax returns. Not taking 
into consideration any new capital gain on the new O-Fund 
property when sold in tax year 2025.

10-Year Holding

Assume the same facts as above, except the family office 
holds the O-Fund at least 10 years. The same holds true as 
the previous example, with the tax on the original capital 
gain being $1.7 million versus the standard $2.0 million. 
This tax would be deferred to the same period of April 
2027 for calendar year filers. Now assume in year 11, the 
O-Fund is sold for an appreciated value of $15.0 million. 
The O-Fund will get a step-up in basis to the fair market 
value (or sales price) and thus permanently eliminate any 
future tax on the appreciation.

Contact Us
Lumsden McCormick meets the needs 
of businesses with a breadth of tax, 
audit, and consulting services, including 
complex business tax matters and 
integrated tax planning.

Lumsden & McCormick, LLP
369 Franklin Street
Buffalo, NY 14202

716.856.3300
www.LumsdenCPA.com

For more information, contact:

Brian Kern, CPA
bkern@LumsdenCPA.com

Kerry Roets, CPA
kroets@LumsdenCPA.com

Courtland Van Deusen, CPA
cvandeusen@LumsdenCPA.com

Federal Opportunity Zones: Investment and Tax Deferral Strategy4 5716.856.3300    |    LumsdenCPA.com

https://lumsdencpa.com
mailto:bkern%40LumsdenCPA.com?subject=
mailto:kroets%40LumsdenCPA.com?subject=
mailto:bkern%40LumsdenCPA.com?subject=

